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INTRODUCTION 

Although  most  people  consider  health  insurance  to  be  an  es- 
sential part  of  a  personal  financial  security  package,  ap- 
proximately one  person  in  ten  in  the  Commonwealth  has  no  form  of 
health  care  insurance.   Over  half  of  the  uninsured  are  families 
with  at  least  one  working  member.   The  Senate  Committee  on  Ways 
and  Means  believing  that  access  to  affordable  health  care  is  a 
basic  right  for  Massachusetts  citizens  therefore  recommends  the 
establishment  of  a  comprehensive  Commonwealth  health  care  program 
that  will  guarantee  affordable  health  care  services  for  everyone. 

The  lack  of  comprehensive  health  care  coverage  negatively 
impacts  on  everyone  in  the  Commonwealth,  including  the  uninsured. 
The  overall  health  status  of  our  society  is  lowered.   For  ex- 
ample, a  sharp  rise  in  infant  mortality  in  Boston  followed 
federally  mandated  cuts  in  the  Medicaid  program  in  1981. 

We  also  all  pay  the  additional  medical  expenses  for  caring 
for  the  medically  indigent,  sometimes  needless  costs  which  could 
have  been  avoided  or  reduced  if  timely  care  had  been  available. 
When  the  uninsured  finally  are  provided  care  it  is  often  in  a 
very  expensive  setting  such  as  a  hospital  emergency  room.   In  ad- 
dition, costs  of  providing  health  care  for  the  uninsured  are 
largely  borne  by  taxpayers  of  urban  centers  where  free  care  can 
be  obtained  through  tax-subsidized  public  hospitals.   Hence,  the 
costs  of  helping  the  uninsured  further  strain  overburdened 
municipal  budgets. 

Furthermore,  the  lack  of  comprehensive  health  care 
eligibility  has  profound  social  consequences.   Persons  on  welfare 
are  guaranteed  medical  coverage  through  the  Medicaid  program; 
those  trying  to  become  more  independent  risk  losing  this  safety 
net,  as  low  wage  jobs  tend  not  to  provide  health  care  benefits. 
Hence,  many  welfare  recipients  believe  that  they  are  better  off 
not  getting  a  job  and  the  problem  of  reducing  welfare  dependency 
remains.   This  system  is  unfair  to  persons  who  choose  not  to  ac- 
cept welfare  benefits  and  instead  work  at  low  wage  jobs  that  lack 
health  insurance  and  other  fringe  benefits.   Our  health  care  sys- 
tem rewards  dependence  and  punishes  those  seeking  a  better  life 
for  themselves  and  their  families. 

The  Committee  believes  that  these  and  other  anomalies  are 
sufficiently  compelling  to  require  that  health  care  services  be 
made  available  to  the  uninsured.  Thus,  the  Committee  recommends 
the  establishment  of  the  Massachusetts  Health  Partnership  (Mass 
Health) .   The  basic  elements  of  Mass  Health  are  as  follows: 

o    Mass  Health  coverage  would  be  available  to  everyone 
not  otherwise  covered  by  some  type  of  health  plan; 

o    Mass  Health  coverage  would  include  physician  office 
visits,  inpatient  and  outpatient  hospital  care, 
prescriptions,  and  medically  necessary  equipment; 

o    Mass  Health  would  cost  an  estimated  $675.3  million, 
a  $322.9  million  increase  over  current  state 
and  business  expenditures  on  the  uninsured 

o    Increased  revenues  for  Mass  Health  would  be 

generated  by  a  partnership  of  state  government 


(56.7%),  employers  (21.6%),  the  newly  covered 
individuals  (15.5%),  and  improved  child  support 
enforcement  (6.2%); 

Its  revenues  would  be  retained  in  the  Mass  Health  Trust 
Fund; 

Mass  Health  would  utilize  modern  cost-containment 
strategies,  including  moderate  co-payments  and 
the  use  of  health  maintenance  organizations;  and, 

Mass  Health  would  supplement  the  present  health  care 
system,  not  displace  any  of  the  present  private  or 
federally  funded  health  care  programs. 


WHO  ARE  THE  UNINSURED? 


Table  1.  MASSACHUSETTS  UNINSURED  POPULATION 
UNDER  65  (1983) 


CATEGORY 

NUMBER 

PER  CENT 
OF  TOTAL 

PER  CENT 
OF  ADULT 

Employed 

253,000 

38 

57 

Unemployed 

60,000 

9 

14 

Homemakers 

53,000 

8 

12 

Students 

49,000 

7 

11 

Disabled/Retired 

29,000 

4 

7 

ADULTS 

444,000 

67 

100 

CHILDREN 

221,000 

33 

100 

— 

TOTAL 

665,000 

Source:  Friedman,  Daniel  J.  and  Katherine  Swartz, 
|          "The  Uninsured  in  Massachusetts",  Mas- 
sachusetts Journal  of  Communitv  Health. 

Vol.  2,  Number 

2,  Fall/Winter 

1985-86 

Contrary  to  popular  belief,  the  majority  of  the  uninsured  do 
not  live  in  poverty.   State  and  federal  efforts  over  the  past 


twenty  years  to  provide  health  care  to  the  poor  and  the  elderly 
have  resulted  in  significant  benefits  to  these  populations.   As  a 
result,  the  majority  of  the  residents  of  the  Commonwealth  who 
lack  health  insurance  are  members  of  the  lower  middle  class,  many 
of  whom  are  working  in  jobs  that  provide  inadequate  fringe 
benefits.   According  to  a  recent  study,   over  75  percent  of  the 
uninsured  in  Massachusetts  had  incomes  above  the  poverty  level 
while  68  percent  of  the  total  uninsured  had  incomes  below  3  00 
percent  of  the  poverty  line.   The  same  study  indicated  that  57 
percent  of  the  adult  (under  age  65)  uninsured  population  was 
employed,  while  only  14  percent  of  the  total  uninsured  population 
was  unemployed.   (See  Table  1.)   Other  categories  of  the  unin- 
sured adult  population  were  homemakers  (12  percent) ,  students  (11 


Table  2.  MASSACHUSETTS  NONAGRI CULTURAL  EMPLOYMENT 
FY  1983  AND  FY  1986 


(in  thousands) 


Industry 

FY1983 

FY1986 

%Incr 

%  of     | 
Total 

Manufacturing 

624.0 

649.1 

4.0 

8.1 

Construction 

78.6 

114.4 

45.5 

11.6 

Transportation 

120.1 

128.0 

6.6 

2.6    I 

Trade 

586.8 

690.6 

17.7 

33.7 

Finance 

169.5 

195.5 

15.3 

8.4    i 

Services 

694.5 

795.5 

14.5 

32.8 

Other 

371.4 

380.1 

2.3 

2.8    \ 

TOTAL 

2644.9 

2953.2 

11.7 

100.0    | 

Source:  Executive  Office 
and  Finance 

for  Administration 

percent)  and  the  disabled  or  retired  (7  percent) .   In  addition, 
of  the  total  number  of  uninsured  under  age  65,  one-third  are 
children. 

The  validity  of  the  data,  derived  from  a  1983  Bureau  of  the 
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Daniel  J.  Friedman  and  Katherine  Swartz;  "The  Uninsured  in 
Massachusetts;"  Massachusetts  Journal  of  Community  Health,  Vol. 
2,  Number  2,  Fall/Winter  1985-86 


Census  survey,  must  be  questioned,  as  several  differences  exist 
between  1983  and  1987,  the  most  obvious  being  a  changed  economic 
climate.   In  1983  the  Commonwealth's  economy  was  struggling  out 
of  the  depths  of  the  1982  recession  when  Massachusetts'  unemploy- 
ment rate  was  7.9.   By  1983,  the  unemployment  rate  had  improved 
somewhat  to  6.9  percent  and  by  1986  it  had  dropped  to  4 . 0  per- 
cent.  The  1983  estimate  of  the  uninsured  suggest  that  the 
unemployed  are  3.4  times  as  likely  as  the  employed  to  lack  health 
insurance.   Hence,  the  drop  in  the  unemployment  rate  since  1983 
and  the  rise  in  the  number  of  employed  suggest  that  there  should 
be  fewer  uninsured  persons  in  1987. 

However,  it  appears  as  though  the  increase  in  the  number  of 
the  employed  uninsured  has  more  than  compensated  for  the  drop  in 
the  number  of  unemployed  uninsured.   This  ironic  conclusion 
results  from  an  analysis  of  what  types  of  jobs  have  been  created 
over  the  last  three  years. 

Table  2,  for  example,  indicates  the  number  of  employees 
working  in  important  segments  of  the  Massachusetts  economy  in  FY 
1983  and  FY  1986.   The  largest  percent  increase  in  employment  oc- 
curred in  the  construction  industry  (45.5  percent) ;  followed  by 
wholesale  and  retail  trade  (17.7  percent);  finance,  real  estate, 
and  insurance  (15.3  percent);  and  services  (14.5  percent). 
Meanwhile,  according  to  data  for  the  United  States  as  a  whole, 
the  construction  (34.2  percent),  trade  (23.8  percent),  and  serv- 
ice (10.1  percent)  industries  are  those  which  are  least  likely  to 
provide  health  insurance  benefits  for  their  employees.   In  Mas- 
sachusetts, nearly  80  percent  of  the  new  jobs  created  between  FY 
1983  and  FY  1986  were  in  these  industries. 

Hence,  using  the  national  estimate  of  jobs  which  do  not 
provide  health  insurance  benefits,   it  appears  that  there  are  as 
many  as  47,000  additional  more  persons  in  1987  who  lack  health 
benefits,  due  to  the  increased  number  of  jobs  created  in  in- 
dustries which  tend  not  to  provide  health  benefits.   (See  Table 
3.)   Half  of  all  the  employed  uninsured  work  in  the  wholesale  and 
retail  trade  industries,  while  one-quarter  of  the  uninsured  are 
in  the  services  industries  and  one-eighth  are  employed  in  the 
construction  industry. 

The  decrease  in  the  number  of  unemployed  during  this  time, 
from  6.9  percent  to  4.0  percent,  means  that  the  number  of  unin- 
sured unemployed  dropped  to  about  35,000,  a  25,000  reduction.   If 
both  the  increase  in  the  uninsured  employed  and  the  decrease  in 
the  uninsured  unemployed  are  considered,  it  appears  likely  that 
the  the  decreased  unemployment  rate  from  1983  to  1986  probably 
increased  the  number  of  the  uninsured  by  22,000.   In  addition, 
many  of  the  employed  have  children  in  the  home  and  a  net  increase 
in  the  number  of  uninsured  workers  would  increase  the  number  of 
uninsured  children. 


2. 

D.  Malhotra,  K.  McCaffree,  J.  M.  Wills,  and  J.  Baker,  Employment 
Related  Health  Benefits  in  Private  Non  Farm  Business  Estab- 
lishments in  the  United  States  (Seattle:  Battelle  Human  Affairs 
Research  Centers,  June  1980) 


Table  3.  ESTIMATE  OF  MASSACHUSETTS 
UNINSURED  IN  VARIOUS  INDUSTRIES 
FY  1983  AND  FY  1986 

(in  thousands) 


%  Of 

Total       1 

Industry 

FY83 

FY86 

FY83 

FY86     | 

Manufacturing 

10.5 

11.0 

4.2 

3.7 

Construction 

25.3 

36.7 

10.0 

12 . 2 

Transportation 

9.7 

10.3 

3.8 

3.4 

Trade 

131.2 

154.5 

51.8 

51.5 

Finance 

10.5 

12.1 

4.2 

4.0 

Services 

65.8 

75.4 

26.0 

25.1 

TOTAL 

253.0 

300.0 

100.0 

99.9 

Source:  Senate 

Committee  on  Ways 

and  Means 

Since  1983,  then,  the  problem  of  the  uninsured  has  become 
less  of  a  problem  of  the  unemployed  poor  and  more  of  a  problem  of 
the  working  poor.   Therefore,  one  must  look  to  sources  other  than 
traditional  anti-povertv  or  full -employment  strategies  for  a 
means  of  making  health  insurance  available  to  those  who  are 
presently  uninsured. 

Other  factors  contributing  to  the  number  of  employed- 
uninsured  are  the  the  size  of  the  business  establishment  for 
which  a  person  works  and  the  number  of  hours  worked  by  the 
employee.   Obviously,  the  smaller  the  size  of  the  business,  the 
less  likely  a  group  health  plan  will  exist  for  its  employees. 
For  example,  the  Malhotra  study3  found  that  over  half  the  sur- 
veyed businesses  with  four  or  fewer  employees  did  not  have  group 
health  plans.   In  contrast,  all  surveyed  businesses  with  more 
than  100  employees  had  such  plans. 

In  addition,  part-time  workers  are  more  likely  to  lack 
health  insurance  than  full-time  workers.   Another  1980  study  in- 
dicated that  30  percent  of  the  employed  uninsured  are  part-time 
workers.   Since  only  14.6  percent  of  all  employees  worked  part- 


3. 
Ibid. 


4. 

National  Center  for  Health  Services  Research,  NMCES  Health  In- 
surance Employer  and  Household  Survey,  United  States,  1980. 


time  in  1980,  these  workers  represent  a  disproportionate  share  of 
the  employed  uninsured.   In  fact,  a  part-time  worker  was  two  and 
one-half  times  more  likely  to  be  uninsured  than  a  full-time 
worker.   (See  Table  4.)   Therefore,  a  proposal  to  provide  health 
insurance  coverage  for  the  uninsured  must  address  the  fact  that 
part-time  employees  and  very  small  businesses  with  few  employees 
will  be  disproportionately  affected. 


Table  4.  RELATIONSHIP  BETWEEN  NUMBER  OF 
HOURS  WORKED  AND  HEALTH  INSURANCE  STATUS 
(United  States,  1980,  in  thousands) 


Status 

Insured 

Uninsured 

Total 

Full-time 

|   84,732 
92.8% 

6,563  | 
7.2% 

91,295  ! 
100.0%  i 

Part-time 

!   12,783 
81.7% 

2,861 
18.3%  j 

15,644  i 
100.0% 

Total 

97,515 
91.2% 

1 

9,424  | 

8.8% 

1 

106,939  | 
100.0%  | 

Source:  Estimated  by  the  Senate  Committee  on 

Ways  and  Means  from  United  State  Bureau 
of  Labor  Statistics  and  National  Center 
for  Health  Services  Research  data 

GAPS  IN  THE  HEALTH  INSURANCE  SYSTEM 


The  problem  of  the  uninsured  is  highlighted  by  the  fact  that 
most  Massachusetts  citizens  are  protected  by  some  form  of  health 
insurance.   Approximately  90  percent  of  the  residents  of  the  Com- 
monwealth are  protected  by  Medicaid,  Medicare,  Medex,  Blue  Cross- 
Blue  Shield,  private  health  insurance,  employer  self -insurance, 
or  health  maintenance  organizations  (HMOs) .   As  health  cost 
coverage  is  such  a  commonplace  fact  in  our  society,  the  lack  of 
such  coverage  has  become  a  dreaded  social  condition  to  be  feared 
and  avoided.   Given  the  enormous  cost  of  even  the  most  routine 
types  of  hospital  care,  persons  who  lack  health  care  coverage  for 
any  length  of  time  face  poor  health  care  treatment,  increasing 
chances  of  impoverishment,  or  both.   On  one  hand,  the  poorest 
among  us,  typically  welfare  recipients  and  the  retired  elderly, 
are  protected  by  Medicaid  and  Medicare.   On  the  other  hand,  most 
middle-class,  full-time  employees  (as  well  as  the  upper  classes) 
have  access  to  group  health  insurance  plans.   Unfortunately,  it 
is  the  low  and  moderate  income  workers  that  are  most  likely  to 


fall  into  health  care  "gaps."   To  understand  why  these  gaps  ex- 
ist, it  is  necessary  to  review  how  the  current  health  care  system 
developed. 

Early  History  of  Health  Care  Financing 

The  skyrocketing  cost  of  health  care  services  is  a  develop- 
ment of  the  twentieth  century.   To  a  certain  extent,  these  in- 
creases can  be  viewed  as  a  necessary  by-product  of  advances  in 
patient  care. 

In  colonial  times,  health  care  was  very  primitive.   The 
first  medical  school  in  America  was  not  opened  until  17  65  in 
Philadelphia.   By  1781,  the  number  of  trained  physicians  had 
grown  to  such  an  extent  that  there  was  a  need  to  establish  a 
professional  organization  in  the  Commonwealth,  the  Massachusetts 
Medical  Society.   However,  most  medical  care  was  rendered  in  the 
home  by  an  untrained  family  member  or  friend.   Hospital  care  was 
generally  provided  to  the  urban  homeless  poor  who  could  not  af- 
ford to  be  treated  in  their  homes  or  who  did  not  have  homes  at 
all.   Hospitals  were  generally  places  for  the  isolation  of  per- 
sons with  dreaded  diseased,  with  a  high  proportion  of  involuntary 
admissions.   Hence,  the  cost  of  providing  health  services  was  not 
a  major  issue. 

By  the  1850* s,  medicine  was  becoming  more  professionalized. 
There  were  42  medical  schools  in  the  United  States.   The  Civil 
War  brought  a  renewed  interest  in  improved  medical  care.   In 
1864,  Boston  City  Hospital  opened  its  doors.   In  1869,  the 
nation's  first  state  public  health  department  was  established  in 
Massachusetts.   In  1873,  Linda  Richards,  America's  first  trained 
nurse,  graduated  from  the  New  England  Hospital  for  Women  and 
Children  (now  the  Dimock  Community  Health  Center) . 

Hospitals,  with  advances  such  as  anesthesia  for  surgery  and 
a  new  emphasis  on  clean  and  sterile  environments,  were  evolving 
into  institutions  of  hope  rather  than  death.   Thus,  health  care 
became  a  more  desired  service,  and  the  cost  of  this  service 
emerged  as  a  major  issue  in  society.   Payment  of  medical  bills 
became  a  concern  of  both  patient  and  practitioner.   For  example, 
it  has  been  estimated  that  in  1850  the  average  practitioner 
billed  $800  per  year  and  collected  $600  per  year,  a  bad  debt 
ratio  of  25  percent. 

In  the  1850 's,  the  first  United  States  health  insurance  com- 
panies were  formed  —  and  went  bankrupt.  The  first  national  sick 
benefit  plan  was  adopted  in  1877  by  the  Granite  Cutters. 

Other  countries  began  to  see  a  need  for  government  interven- 
tion in  health  care  financing.   Germany  and  Austria  introduced 
national  health  insurance  in  the  1880 's  and  within  the  next  few 
decades,  national  health  insurance  was  adopted  in  most  European 
countries.   However,  in  the  United  States,  health  care  financing 
was  a  concern  of  insurance  companies  and  labor  unions  but  not  of 
federal  or  state  government. 

In  the  1890 *s,  private  companies  began  to  write  health  in- 
surance policies  successfully.   In  1906,  the  American  Association 
for  Labor  Legislation  (AALL)  endorsed  national  health  insurance. 
However,  general  health  insurance  coverage  never  became  a  na- 
tional priority.   Instead,  a  more  limited  insurance  program 
called  workman's  compensation  achieved  legislative  success.   Be- 
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tween  1910  and  1913,  states  across  the  country  adopted  worker's 
compensation  statutes  (Massachusetts  in  1911) .   This  type  of 
coverage  was  limited  to  workers  who  were  injured  in  the  course  of 
their  employment.   Under  common  law,  the  employers  were  already 
so  liable  under  many  circumstances.   Hence,  worker's  compensation 
statutes  can  not  be  seen  as  the  assumption  of  new  obligations  by 
the  employers,  but  rather  a  streamlining  of  the  existing 
litigious  system  into  a  "no  fault"  insurance  program. 

Organized  labor  continued  to  push  actively  for  national 
health  insurance  in  this  country.   In  1913,  the  AALL  sponsored  a 
national  conference  on  health  insurance.   By  1916,  however,  the 
labor  movement  became  divided  on  national  health  insurance,  the 
principal  opponent  being  the  American  Federation  of  Labor  (AFL) 
under  the  leadership  of  Samuel  Gompers.   The  AFL  preferred  to  at- 
tack the  health  benefit  issue  through  the  method  of  collective 
bargaining  with  individual  employers.   World  War  I  and  growing 
opposition  from  organized  medicine  temporarily  sounded  the  death 
knell  for  the  national  health  insurance  movement. 


Birth  of  Modern  Financing  Mechanisms 

The  social  reforms  of  the  Roosevelt  era  also  did  not  address 
the  health  insurance  issue.   Although  the  federal  government  be- 
came deeply  involved  in  social  security  and  other  welfare 
programs,  it  ignored  the  issue  of  universal  health  care  coverage. 
However,  innovative  health  care  financing  proposals  were  being 
advanced  from  other  directions. 

Hospitals  did  not  escape  the  adverse  impact  of  the  Depres- 
sion.  In  1931,  with  only  62  percent  of  private  hospital  beds 
filled,  a  financing  mechanism  was  needed  to  protect  these  in- 
stitutions from  the  vagaries  of  the  business  cycle.   By  the 
middle  1930*s,  a  consensus  had  developed  around  the  need  for 
hospital  service  plans  to  improve  cash  flow  to  hospitals.   Mas- 
sachusetts enacted  Chapter  4  09  in  1935  which  provided  for  the 
establishment  of  a  hospital  service  plan.   By  1939,  25  states  had 
passed  enabling  legislation  for  the  creation  of  such  "Blue  Cross" 
organizations . 

Physicians  soon  realized  the  advantages  of  programs  to  im- 
prove cash  flow.   In  1939,  the  California  Physicians  Service  Plan 
was  established,  a  forerunner  of  the  Blue  Shield  model  which  was 
adopted  in  Massachusetts  by  Chapter  306  of  the  Acts  of  1941. 
Thus,  by  the  end  of  World  War  II,  the  mechanisms  were  in  place  to 
provide  for  the  financing  of  traditional  health  care  services: 
those  provided  on  a  fee  for  service  basis  by  hospitals  and 
physicians. 

Innovation  in  health  care  financing  came  from  another  direc- 
tion as  well:  the  world  of  business.   In  1938,  Henry  Kaiser  es- 
tablished a  comprehensive  health  services  program  for  his  workers 
at  the  Grand  Coulee  Dam  project.   Kaiser  expanded  this  concept  to 
urban  areas  in  1942  by  establishing  two  Permanente  Foundations: 
one  in  the  Portland-Vancouver  area  and  one  in  the  Richmond, 
California  area.   Despite  opposition  from  medical  societies,  the 
Kaiser  model  grew  and  prospered  and  became  the  forerunner  of  HMOs 
which  have  become  an  important  force  in  contemporary  health  care 
financing. 

However,  it  was  labor  rather  than  business  that  was  the 


moving  force  behind  the  expansion  of  health  care  coverage  to  the 
average  worker.   By  the  end  of  World  War  II  few  workers,  probably 
less  than  one  percent  of  the  labor  force,  were  enrolled  in  nego- 
tiated health  plans.   By  1980,  over  90  percent  of  employees  had 
health  insurance  plans.   (See  Table  4.)   Today,  health  coverage 
is  an  expected  part  of  any  employment  benefit  package. 

Although  universal  health  insurance  never  was  adopted  as  na- 
tional policy,  the  federal  government  had  an  ongoing  impact  on 
health  care.   One  traditional  role  for  the  federal  government  was 
medical  care  for  veterans,  maintained  through  an  extensive  net- 
work of  hospitals  and  clinics  across  the  country.   In  providing 
care  for  injured  veterans,  the  Veterans  Administration  services 
were  analogous  to  those  provided  by  employers  to  their  employees 
with  occupational  injuries.   While  disabled  veterans  were  a 
priority,  all  veterans  were  eligible  for  care. 

In  addition,  from  the  mid-1940 's  to  the  present,  the  federal 
government  has  played  a  key  role  in  providing  grants  in  many 
health  related  areas.   For  example,  in  1944,  the  Hill-Burton  Act 
appropriated  funding  for  hospital  construction  and  required 
recipients  of  such  grants  to  provide  a  certain  level  of  free  care 
to  the  indigent.   In  1968,  the  Maternal  and  Child  Health  Grants 
were  enacted  to  provide  care  to  underserved  expectant  mothers  and 
newborns.   In  1971,  it  became  federal  policy  to  promote  the  es- 
tablishment of  HMOs  as  a  means  of  providing  quality  care  at  an 
affordable  cost. 

These  are  just  a  few  of  the  federal  initiatives  in  these 
areas.   However,  they  are  dwarfed  by  the  establishment  of  two 
massive  health  care  financing  programs  in  the  1960's  (Medicare 
and  Medicaid) .   National  health  insurance  became  an  issue  during 
the  sweeping  policy  debates  surrounding  the  War  on  Poverty.   The 
effort  to  establish  a  national  health  financing  program  failed. 
However,  agreement  was  reached  to  provide  such  a  program  for  the 
most  vulnerable  in  our  society:  the  elderly,  the  poor,  and  the 
disabled.   Thus,  in  1965,  the  Medicare  and  Medicaid  programs  were 
established.   These  programs  have  become  dominant  forces  in  the 
health  care  field,  today  financing  over  half  the  system. 

Congress  has  continued  to  struggle  with  the  issue  of  unin- 
sured groups.   In  1986,  two  provisions  were  enacted  which  will 
significantly  expand  coverage  to  certain  sectors.   First, 
Medicaid  coverage  was  extended  to  low-income  infants,  elderly, 
and  pregnant  women  who  did  not  meet  current  eligibility  stand- 
ards.  Second,  employers  were  required  to  provide  extended  health 
care  coverage  for  18  months  to  terminated  workers  (unless  fired 
for  gross  misconduct) . 

Despite  decades  of  attempting  to  establish  a  comprehensive 
health  insurance  program  on  the  federal  level,  an  uncoordinated 
series  of  initiatives  which  are  targeted  to  particular  classes  of 
people  has  emerged.   Given  the  extent  of  the  federal  deficit,  it 
seems  that  this  condition  is  not  likely  to  change  in  the  foresee- 
able future. 


Recent  Health  Care  Financing  History 

The  major  forces  in  the  health  care  arena  since  the  1960s 
have  been  the  organizations  that  paid  the  bills  (the  payors)  and 
those  that  provided  the  services  (the  providers) .   The  major 
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payors  have  been  the  federal  government  (Medicare  and  one-half 
the  cost  of  Medicaid) ,  state  government  (the  other  half  of 
Medicaid) ,  Blue  Cross-Blue  Shield  organizations,  and  private  in- 
surance companies.   The  major  providers  have  been  hospitals, 
physicians,  and  nursing  homes.   HMOs,  being  both  payor  and 


Table  5.  NATIONAL  HEALTH  CARE  EXPENDITURES 
BY  PAYOR,  1970  AND  1984 

($  billions) 


1970 


1975 


1980 


1984 


%  Growth 
1970-1984 


Private  Sources; 


Insur.  Premiums 
%  of  Total 

16.9 
22.5% 

33.2 
25.0% 

72.5 
29.3% 

120.5 
31.1% 

Patient  Payments 
%  of  Total 

26.5 
35.3% 

38.1 
28.7% 

62.5 
25.2% 

95.4 
24.6% 

Other 

%  of  Total 

3.9 
5.1% 

5.1 
3.8% 

7.2 
2.9% 

11.2 
2.9% 

Private  Subtotal 
%  of  Total 

47.2 
63.0% 

76.46 
57.5% 

142.2 
57.4% 

227.1 
58.6% 

Government : 

Medicare 

%  of  Total 

7.5 
10.0% 

16.3 
12.3% 

36.8 
14.9% 

64.6 
16.7% 

Medicaid 

%  of  Total 

6.3 
8.4% 

15.1 
11.4% 

28.1 
11.4% 

40.6 
10.5% 

State/Local  Hosp. 
%  of  Total 

3.3 

4.4% 

5.2 
3.9% 

6.1 
2.5% 

8.4 
2.2% 

Other 

%  of  Total 

10.6 
14.2% 

19.7 
14.8% 

34.3 
13.9% 

46.6 
12.0% 

Govern.  Subtotal 
%  of  Total 

27.7 
37.0% 

56.3 
42.5% 

105.3 
42.6% 

160.3 
41.4% 

614. 5: 


259.9- 


189.  6- 


380.  9 


162.2 


543.0^ 


152.0- 


338.5: 


477.1  = 


TOTAL 


75.0 


132.7 


247.5 


387.4 


416. 5: 


Source:  United  States  Health  Care  Financing 
Administration 


provider,  have  played  a  role  growing  in  importance.   Consumers  of 
health  care  services  have  played  a  limited  role.   The  health  care 
story  has  had  three  main  themes:  (1)  sustained,  rapid  increases 
in  costs;  (2)  vacillations  between  expanding  services  and  cost 
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containment;  and  (3)  jockeying  among  the  payors  and  the  providers 
for  improved  competitive  positions  in  the  marketplace. 


Rapid  Growth  in  Health  Care  Costs 


From  1970  to  1984,  the  amount  spent  on  health  care  in  this 
country  increased  by  416.5  percent.  (See  Table  5.)   Over  the  same 
time  period,  the  Consumer  Price  Index  rose  bv  only  167.2  percent. 
Government  expenditures  for  health  care  grew  25  percent  faster 
than  those  in  the  private  sector.   The  Medicare  program  ex- 
perienced the  most  rapid  rate  of  growth  was  (762.2  percent). 
Private  insurance,  including  Blue  Cross-Blue  Shield,  grew  at 


Table  6.  NATIONAL  HEALTH  CARE  EXPENDITURES 
BY  PROVIDER,  1970  AND  1984 

($  billions) 


1970 

1975 

1980 

1984 

%  Growth 
1970-1984 

Hospitals 

%  of  Total 

28.0 
37.3% 

52.4 
39.5% 

101.3 
40.9% 

157.9 
40.8% 

463.9% 

Physicians 
%  of  Total 

14.3 
19.1% 

24.9 
18.8% 

46.8 
18.9% 

75.4 
19.5% 

427.3% 

Nursing  Homes 
%  of  Total 

4.7 
6.3% 

10.1 
7.6% 

20.4 
8.2% 

32.0 
8.3% 

580.9% 

Drugs 

%  of  Total 

8.0 
10.7% 

11.9 
9.0% 

18.5 
7.5% 

25.8 
6.7% 

222.5% 

Dentists 

%  of  Total 

4.7 
6.3% 

8.2 
6.2% 

15.4 
6.2% 

25.1 
6.5% 

434.0% 

Other 

%  of  Total 

15.3 
20.4% 

25.2 

19.0% 

45.1 
18.2% 

71.2 
18.4% 

365.4% 

TOTAL 


75.0 


132.7 


247.5 


387.4 


416. 5^ 


Source:  United  States  Health  Care  Financing 
Administration 


614.5  percent.   The  national  Medicaid  program  had  the  third 
fastest  growth  at  543.0  percent.   In  contrast,  the  Medicaid 
program  in  Massachusetts  increased  by  a  relatively  "modest"  327.7 
percent.   Also,  nationally,  the  amount  spent  on  hospitals  by 
state  and  local  governments  did  not  keep  up  with  inflation  (152.0 
percent) .   The  proportion  of  health  care  costs  paid  directly  by 
the  consumers  dropped  by  nearly  a  third,  from  35.3  percent  to 
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24.6  percent. 

Among  the  providers,  nursing  homes  had  the  fastest  growth 
during  the  1970  to  1984  period  (580.9  percent).   (See  Table  6.) 
Hospitals  had  the  second  fastest  growth  rate  at  463.9  percent. 
The  proportion  of  the  health  care  dollar  spent  on  drugs  during 
this  period  actually  decreased  from  10.7  percent  to  6.7  percent. 
Otherwise,  the  market  share  of  each  type  of  provider  remained 
relatively  stable. 

Tension  Between  Service  Expansion  and  Cost  Containment 

Since  1970,  there  has  been  a  recurring  theme  of  coverage  ex- 
pansion followed  by  cost  containment  initiatives.   Some  savings 
initiatives  have  been  very  successful  such  as  the  expanded  use  of 
generic  drugs.   The  cost  of  drugs  has  been  almost  half  of  the 
overall  health  care  inflation  rate,  while  the  availability  of 
drugs  has  not  been  negatively  affected.   However,  some  programs 
have  suffered  from  cycles  of  expansion  and  contraction.   For  ex- 
ample, Massachusetts  has  attempted  to  fill  one  of  the  uninsured 
gaps  through  the  General  Relief  Medical  Program.   General  Relief 
is  a  residual  welfare  program  that  provides  assistance  to  the 
unemployable  poor  who  are  not  otherwise  categorically  eligible 
for  assistance  due  to  age,  disability,  or  need  to  care  for 
children.   When  the  Commonwealth  assumed  full  responsibility  for 
the  welfare  system  in  the  late  1960's,  it  expanded  this  program 
so  that  recipients  of  General  Relief  would  have  the  same  coverage 
available  to  them  as  those  receiving  Medicaid  benefits. 

In  1975,  due  to  the  state  budgetary  crisis,  this  program  was 
virtually  eliminated,  creating  a  40,000  increase  in  the  uninsured 
almost  over  night.   However,  by  the  end  of  the  year,  the  program 
was  partially  restored,  allowing  for  the  coverage  of  life  sus- 
taining drugs.   In  the  FY  1977  budget,  the  program  was  further 
restored  by  allowing  coverage  of  "physician  office  visits,  basic 
dental  care,  drugs,  laboratories,  durable  goods,  eye  care,  and 
home  health  care."  However,  the  program  would  not  cover 
hospitalization.   As  a  result,  these  indigent  persons  had  to  rely 
on  publicly  funded  hospitals,  such  as  Boston  City  Hospital, 
limited  free  care  from  private  hospitals,  or  go  without  such 
care. 

In  the  FY  1980  budget,  funding  was  included  in  a  reserve  ac- 
count for  a  six  month  restoration  of  hospital  benefits  to  these 
recipients.   However,  the  hospital  benefit  funding  was  discon- 
tinued the  following  fiscal  year  because  there  was  no  evidence 
that  such  funding  had  produced  increased  access  to  care  for  the 
General  Relief  population.   Other  efforts  to  restore  these  serv- 
ices were  frustrated  until  the  passage  of  Chapter  347  of  the  Acts 
of  1984,  at  which  time  hospitals  were  required  to  provide  serv- 
ices to  these  recipients  and  receive  payment  through  a  "free 
care"  reimbursement  mechanism  and  through  increased  rates  payable 
under  the  Medicaid  program  pursuant  to  Chapter  372.   Thus,  the 
29,000  recipients  of  General  Relief  are  again  eligible  for  full 
medical  benefits. 
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Table  7.  RECENT  MASSACHUSETTS 
INITIATIVES  FOR  THE  UNINSURED 


Year 

Proaram 

Coveracre 

Adopted      1 

Medicaid 

Severely  Disabled 

1980 

Medicaid 

Ventilator  Dependent 

1982 

Medicaid 

Early  Intervention 

1982 

Dental 

Mentally  Retarded 

1982 

Community 

Operational  Grants 

1982 

Health  Ctrs. 

DPH 

Maternal  and  Child 
Health  Supplements 

1982 

Medicaid 

Psychiatric  Services 
to  Persons  under  21 

1984 

Medicaid 

Raised  Income  Level 
for  Elderly  Needy 

1985 

DPH 

AIDS  Victims 

1985 

Healthy 

Pregnant  Women 

1985 

Start 

Hospitals 

Free  Care  -  Bad 
Debt  Subsidy 

1985 

Medicaid 

Extended  Coverage 
for  ET  Graduates 

1986 

Medicaid 

Raised  Income  Level 
for  Families 

1986 

DEA 

Elderly 

1986         ; 

Community 

Free  Care  -  Bad 

1986 

Health  Ctrs. 

Debt  Subsidy 

DMH 

Medical  Care  Plans 

1986 

Source:  Senate 

Committee  on  Ways  and 

Means        j 

Since  1980,  the  Commonwealth  has  been  gradually  expanding 
health  care  coverage  to  numerous  small  segments  of  the  uninsured 
(See  Table  7.)   Generally,  each  such  expansion  has  occurred  in 
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vacuum,  without  regard  for  the  overall  health  care  system.   These 
programs  were  in  addition  to  the  already  existing  General  Relief 
Medical  Program  and  the  free  care  to  the  indigent  provided  by 
the  states  network  of  public  health  hospitals.   The  result  has 
been  a  growth  of  overlapping  programs  and  a  crazy-quilt  pattern 
of  services  hindering  effective  oversight. 

For  example,  the  Healthy  Start  program  in  the  Department  of 
Public  Health  (DPH)  is  intended  to  provide  medical  services  to 
pregnant  women  whose  incomes  exceed  the  Medicaid  standards  but 
are  less  than  185  percent  of  the  poverty  level.   It  is  not  sup- 
posed to  be  available  to  persons  if  they  are  also  covered  by 
health  insurance.   However,  DPH  has  been  administering  the 
program  with  insufficient  safeguards  to  ensure  that  only  those 
eligible  are  being  served.   Also,  little  attention  has  been  given 
toward  ensuring  that  the  services  are  being  delivered  in  as  cost 
effective  a  manner  as  possible. 

These  problems  are  not  the  exclusive  fault  of  DPH  but  are 
symptomatic  of  the  Commonwealth ' s  involvement  in  health  care 
financing.   The  continued  proliferation  of  these  mini-uninsured 
programs  makes  little  programmatic  or  fiscal  sense. 


Payor  Competition  and  Chapter  372 

Since  hospitals  are  the  most  expensive  providers  of  services 
and  account  for  over  40  percent  of  the  total  cost  of  health  care, 
much  of  the  debate  among  payors  has  been  focused  on  their  rates. 
Payors  have  been  concerned  for  some  time  that  the  hospital  reim- 
bursement system  is  so  chaotic  and  confusing  that  there  are  no 
effective  controls  on  the  double-inflation  increases.   In  par- 
ticular, payors  have  been  concerned  about  who  has  the  respon- 
sibility to  pay  for  bad  debt  and  free  care. 

As  hospitals  originally  were  intended  to  be  charitable  in- 
stitutions to  provide  care  for  the  hopelessly  ill  and  homeless, 
they  essentially  provided  free  care.   As  noted  above,  the 
hospitals'  need  for  financial  stability  helped  to  develop  a 
variety  of  financing  mechanisms  over  the  years.   However,  because 
approximately  ten  percent  of  the  population  remains  uninsured, 
about  ten  percent  of  the  bills  for  hospital  care  go  uncollected. 

Prior  to  the  passage  of  Chapter  372  of  the  Acts  of  1982,  bad 
debt  and  free  care  costs  of  hospitals  were  treated  very  dif- 
ferently by  the  various  payors.   Medicare  and  Medicaid  were 
generally  prohibited  from  reimbursing  for  bad  debt  and  free  care. 
The  rationale  for  this  policy  was  based  on  the  fact  that  these 
programs  were  intended  to  pay  for  medical  services  for  only  cer- 
tain categories  of  people.   If  bad  debt  and  free  care  were  an  al- 
lowable cost  for  these  programs,  then  they  would  be  paying  for 
ineligible  people  "through  the  back  door." 

Blue  Cross  established  its  hospital  rates  through  nego- 
tiations with  the  Massachusetts  Hospital  Association.   The 
resulting  contract  was  subject  to  the  approval  of  the  Rate  Set- 
ting Commission  (RSC) .   Blue  Cross,  through  this  process,  paid 
for  "its  share"  of  the  bad  debt  and  free  care  costs  of  hospitals. 

Private  insurers  and  individuals  paid  charges  established  by 
the  individual  hospitals  and  approved  by  the  RSC.   Various 
regulations  and  statutes  were  implemented  to  limit  the  increases 
in  hospital  charges.   However,  since  bad  debt  and  free  care  were 
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legitimate  costs  of  doing  business  for  hospitals,  the  amount  not 
reimbursed  by  Blue  Cross  was  directly  passed  on  to  the  other  in- 
surance companies  and  persons  paying  for  hospital  care  "out  of 
pocket."  Over  the  years,  this  increasingly  became  an  important 
reason  why  Blue  Cross  premiums  could  undercut  those  of  private 
insurers . 

Chapter  372  attempted  to  reduce  the  growth  of  this  dis- 
parity.  The  amounts  to  be  paid  by  each  payor  for  hospital  care 
were  to  be  fixed  relative  to  each  other.   Under  special  federal 
waivers,  Medicare  and  Medicaid  began  to  reimburse  partially  for 
bad  debt  and  free  care.   Overall  hospital  rate  increases  were 
limited  to  levels  slightly  below  the  "hospital  inflation  rate." 
However,  little  thought  was  given  in  the  original  legislation  for 
the  needs  of  the  uninsured. 

Chapter  372  was  successful  in  keeping  the  overall  hospital 
care  inflation  rate  below  the  national  hospital  rate  increase. 
For  example,  in  1983,  the  national  hospital  inflation  rate  was 
about  13  percent,  while  in  Massachusetts,  hospital  costs  in- 
creased by  only  6.7  percent. 

It  was  almost  too  successful  in  the  Medicaid  program,  as 
these  rates  were  so  low  relative  to  those  of  other  payors  that 
hospitals  became  reluctant  to  admit  Medicaid  patients.   To  rec- 
tify this  problem,  the  state  in  three  subsequent  pieces  of  legis- 
lation agreed  to  increase  the  rates  paid  by  the  Medicaid  program, 
at  a  cost  of  approximately  $65  million.   In  exchange  for  these 
increased  rates,  the  state  required  hospitals  to  provide  services 
to  General  Relief  recipients. 

However,  in  1985  the  federal  government  indicated  that  they 
did  not  wish  to  continue  the  Medicare  program  as  part  of  this  ex- 
periment and  a  new  structure  for  hospital  rates  had  to  be 
created.   Chapter  574  of  the  Acts  of  1985  continued  the  earlier 
system  for  another  two  years,  without  the  participation  of  the 
Medicare  system.   The  new  financing  structure  established  a 
statewide  uncompensated  care  pool  which  distributed  the  cost  of 
bad  debt  and  free  care  equally  among  the  various  hospitals  in  the 
state.   These  monies  come  from  increased  insurance  premiums  or 
self-insurance  costs.   The  pool  represents  approximately  $270 
million  per  year  or  11  percent  of  the  total  hospital  payments. 
In  addition,  the  contribution  of  the  community  health  centers  in 
providing  care  to  the  uninsured  was  recognized  with  the  promise 
of  state  funding  for  these  services. 

While  Chapter  574  represents  a  serious  attempt  to  address 
the  problem  of  the  uninsured,  it  is  far  from  an  ideal  solution. 
First,  the  uncompensated  care  pool  provides  funding  only  for 
hospital  care,  while  other  types  of  medical  care  are  ignored 
(except  for  community  health  centers) .   Second,  medical  care  is 
not  ensured  for  everyone:  many  persons  may  delay  or  refuse  proper 
treatment  because  the  pool  pays  bills  but  does  not  provide  in- 
dividual medical  insurance.   Third,  the  pool  has  no  cost  contain- 
ment mechanisms:  it  only  covers  services  in  the  most  expensive 
settings  and  does  not  encourage  preventive  care.   Fourth,  the 
costs  of  the  pool  is  ultimately  paid  by  responsible  businesses 
who  offer  health  care  coverage  to  their  employees:  those  that  do 
not  offer  such  benefits  totally  escape  the  pool  surcharge. 
Fifth,  the  existence  of  an  across  the  board  surcharge  hinders  the 
process  of  negotiating  competitive  rates  among  payors  and 
providers.   Finally,  the  pool  is  only  a  temporary  answer  and  will 

16 


cease  to  exist  after  September  1987. 

Until  now,  the  payment  of  the  costs  of  providing  health  care 
for  the  uninsured  has  been  linked  with  the  overall  structure  of 
the  health  care  financing  system.   It  is  virtually  impossible  to 
discuss  hospital  finance  issues  without  raising  the  uninsured 
issue.   However,  the  Committee  believes  that  the  problem  of  the 
uninsured  should  be  considered  explicitly  and  should  be  resolved 
in  favor  of  providing  appropriate  care  regardless  of  the  outcome 
of  other  health  care  issues . 


MENDING  THE  FRACTURED  HEALTH  CARE  SYSTEM 

Why  Should  the  State  Help  the  Uninsured? 

Given  the  limited  resources  of  the  Commonwealth  and  the  many 
competing  demands  of  diverse  programs,  from  local  aid  to  environ- 
mental waste  clean-up  to  homelessness  prevention  to  improvements 
in  higher  and  lower  education,  why  should  the  state  undertake 
this  major  responsibility  at  this  time?  The  Committee  believes 
that  there  are  at  least  four  compelling  reasons  to  act  now: 
simple  justice,  reduced  welfare  dependency,  cost  containment,  and 
timing. 

Simple  Justice 

There  is  no  reasonable  justification  behind  the  fact  that 
ten  percent  of  our  citizens  have  no  health  insurance.   As  we  have 
seen,  the  current  health  care  financing  structure  has  developed 
haphazardly  over  the  years.   Little  thought  has  been  given  to  how 
a  fair  and  rational  health  care  system  should  function.   As  a 
society,  we  have  apparently  made  a  de  facto  decision  that  these 
persons  do  not  deserve  to  have  access  to  a  reasonable  level  of 
health  care  services. 

However,  the  Committee  believes  that  this  de  facto  decision 
is  morally  wrong.   Health  care  protection  is  quite  literally  a 
matter  of  life  and  death.   Although  most  uninsured  persons 
usually  receive  some  medical  services  if  a  condition  gets  bad 
enough   (in  a  very  expensive  setting  such  as  a  hospital  emergency 
room) ,  it  is  unconscionable  that  routine  medical  care  is  not 
readily  available.   Many  of  the  uninsured  are  those  who  would  ap- 
pear to  be  the  most  deserving  of  our  concern:  the  working  poor. 
These  are  people  who  go  to  work  each  day  at  low  paying  but 
nevertheless  essential  jobs  in  our  society:  for  example,  the 
check-out  clerks  at  the  supermarket,  the  home  health  aid  who 
helps  with  the  aging  parent,  and  the  seamtress  at  a  garment  fac- 
tory.  People  who  work  for  a  living  should  not  be  worse  off  than 
those  who  accept  welfare  benefits. 

Reduced  Welfare  Dependency 

The  Committee  believes  that  welfare  dependency  should  be 
discouraged.   In  recent  years,  the  Commonwealth  has  taken  great 
strides  forward  in  reducing  welfare  dependency  through  the  im- 
plementation of  the  highly  successful  Employment  and  Training 
Choices  Program  administered  by  the  Department  of  Public  Welfare 
(DPW) .   The  Committee  believes,  however,  that  work  programs  rep- 
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resent  only  one  component  of  a  three-pronged  approach  toward 
lower  welfare  caseloads.   The  other  two  components  are  improved 
child  support  enforcement  and  guaranteed  health  coverage. 

In  1986,  legislation  was  passed  (Chapter  310)  which  should 
greatly  improve  how  child  support  is  collected  in  the  Common- 
wealth.  Among  the  many  improvements  to  the  child  support  system 
contained  in  Chapter  310  is  the  requirement  that  non-welfare 
families  receive  the  same  child  support  services  that  welfare 
families  are  entitled  to.   The  Department  of  Revenue  was  selected 
to  administer  this  effort  to  reinforce  the  changing  attitude  in 
our  society  that  child  support  is  as  serious  a  responsibility  as 
paying  ones  taxes. 

Legislation  to  ensure  medical  care  for  non-welfare 
recipients  will  complete  the  welfare  independence  strategy.   Loss 
of  health  care  benefits  is  one  of  the  most  frequently  stated 
reasons  why  recipients  of  Aid  to  Families  with  Dependent  Children 
(AFDC)  are  sometimes  reluctant  to  leave  the  rolls.   Given  that 
most  AFDC  recipients  are  caring  for  young  children  and  that  many 
jobs  do  not  offer  health  insurance  benefits,  this  fear  has  a 
strong  basis  in  reality.   Families  with  earned  income  may  par- 
ticipate in  the  AFDC  program  for  only  a  limited  period  of  time 
while  a  portion  of  that  income  is  disregarded  in  determining 
financial  eligibility.   When  the  family  loses  the  ability  to 
claim  this  disregard,  they  usually  lose  AFDC  benefits  and 
automatic  Medicaid  coverage.   The  same  is  true  for  families  who 
obtain  employment  with  earnings  in  excess  of  the  AFDC  eligibility 
standards.   While  families  with  high  medical  expenses  not  other- 
wise eligible  for  Medicaid  may  qualify  for  that  program  for 
catastrophic  illness,  and  while  some  families  are  able  to  obtain 
health  insurance  through  their  employers,  there  is  clearly  no 
guarantee  of  continued  coverage  for  these  families  and  many  may 
remain  uninsured  for  routine  care. 

For  example,  the  federal  Omnibus  Budget  Reconciliation  Act 
(OBRA)  of  1981  made  numerous  changes  in  AFDC  eligibility,  includ- 
ing reductions  in  allowable  income  disregards,  and  thereby 
eliminated  28,000  cases  involving  working  recipients  from  the 
AFDC  caseload  in  Massachusetts.   A  study  by  the  General  Account- 
ing Office  (GAO)  published  in  1984  found  that  only  about  half  of 
these  former  recipients  were  covered  by  private  health  insurance. 

Responding  to  the  GAO  study  and  other  reports  on  the  impact 
of  the  OBRA  cuts,  Congress  recognized  the  connection  between  wel- 
fare dependency  and  lack  of  adequate  health  coverage.   The  1984 
Deficit  Reduction  Act  acknowledged  health  coverage  as  a  "work 
incentive"  for  AFDC  families  and  authorized  the  extension  of 
Medicaid  for  nine  months  after  the  last  month  of  AFDC  benefits, 
with  an  additional  six  months  of  coverage  at  state  option,  for 
working  families  who  would  have  remained  eligible  for  AFDC  but 
for  the  loss  of  the  income  disregard.   In  addition,  the  1984 
federal  law  allowed  certain  families  who  lost  AFDC  benefits  in 
1981  due  to  OBRA  cuts  to  apply  for  extended  Medicaid  coverage. 

While  Congress  finally  acknowledged  the  importance  of  health 
care  as  a  work  incentive,  it  did  not  take  the  next  logical  step 
and  ensure  health  coverage  for  the  working  poor.   However,  once 
health  care  eligibility  is  made  "welfare  neutral,"  then  this  bar- 
rier to  economic  independence  will  be  eliminated. 
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Cost  Containment 

The  Commonwealth  already  provides  a  number  of  health  care 
programs  to  persons  who  would  otherwise  be  uninsured.  The  oldest 
and  most  broad  based  is  the  General  Relief  Medical  Program.   It 
provides  services  to  29,000  recipients  and  costs  about  $13  mil- 
lion per  year.   Other  programs  have  been  added  in  the  past  few 
years  at  a  fairly  rapid  rate.   (See  Table  7.)   The  state  will  ex- 
Table  8.  STATE  PROGRAMS  FOR  THE  UNINSURED 


Proaram 

Aaencv 

FY87  Amount 

Personal  Care  Asst. 

MRC 

$1,739,755 

Prison  Health  Serv. 

DOC 

12,382,394 

Gen.  Relief /MA 

DPW 

13,440,571 

CHC  Oper.  Grants 

DPH 

1,630,279 

CHC  Uncomp.  Care 

DPH 

5,000,000 

Shattuck  Hosp./AIDS 

DPH 

4,000,000 

M.R.  Dental  Serv. 

DPH 

2,542,000 

Healthy  Start 

DPH 

15,000,000 

Hosp. Acute  Serv. 

DPH 

4,450,000 

Hosp. Acute  Serv. 

DMH 

21,000,000 

Disp.  Worker  Health 

DES 

50,000 

Elder  Home  Health 

DEA 

1,200,000 

TOTAL 

$82,434,999 

Source:  Senate  Committee  on  Ways  and  Means 


pend  over  $82  million  on  programs  for  the  uninsured  in  FY  1987. 
(See  Table  8.) 

However,  the  administration  of  these  programs  is  so  diffuse 
that  careful  eligibility  determinations,  elimination  of  duplica- 
tion, and  cost  containment  strategies  are  not  possible.   For  ex- 
ample, the  trend  in  health  care  financing  is  for  all  payors  to 
use  their  purchasing  power  to  negotiate  reduce  rates  from 
providers.   This  strategy  is  partially  responsible  for  the 
success  of  the  HMOs  and  the  reason  for  the  creation  of  preferred 
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provider  organizations  (PPOs)  by  insurance  companies.   Unfor- 
tunately, the  Commonwealth's  health  programs  are  so  scattered 
across  agencies  that  it  is  very  difficult  for  it  to  use  such  an 
aggressive  purchasing  strategy.   The  Committee  believes  that  it 
would  make  more  fiscal  sense  to  combine  these  overlapping 
programs  into  a  single,  carefully  administered  program.   If  the 
Commonwealth  is  going  to  pay  for  these  services  anyway,  it  might 
as  well  become  a  smart  payor. 

Timing 

Momentous  changes  in  the  health  care  industry  are  likely  to 
occur  in  1987.   Chapter  372,  as  amended  (in  large  part  an  attempt 
to  allocate  fairly  the  cost  of  providing  hospital  care  to  the 
uninsured),  will  expire  on  September  30.   A  decision  as  to  how 
these  costs  will  be  continued  to  be  met  must  be  arrived  at  soon. 
Therefore,  the  Committee  believes  now  is  the  ideal  time  to  formu- 
late a  plan  for  helping  the  uninsured. 

Options  for  Assisting  the  Uninsured 

The  uncompensated  care  pool  established  by  Chapter  574  is 
one  option  for  partially  assisting  those  who  lack  health  in- 
surance.  There  are  many  other  possibilities  as  well. 

1.  Establishment  of  a  catastrophic  illness  program.   A  num- 
ber of  states  provide  coverage  for  extended  medical  care. 
However,  the  premiums  for  such  programs  are  so  expensive  that 
persons  with  normal  medical  problems  do  not  voluntarily  join 
them.   Hence,  only  persons  who  know  that  they  have  expensive 
medical  problems  join  the  pool,  thereby  making  the  per  capita 
costs  even  more  expensive. 

2.  Mandatory  health  insurance  coverage  for  all  employees  of 
Massachusetts  employers . .   In  1985,  a  United  States  Supreme  Court 
case,  Metropolitan  Life  Insurance  Company  v.  Massachusetts. 105  S. 
Ct. ,  affirmed  the  right  of  states  (and  this  Commonwealth  in 
particular)  to  require  health  insurance  policies  to  provide  cer- 
tain types  of  coverages.   The  court  held  that  states  retained 
this  right  because  the  relevant  federal  statute,  the  Employee 
Retirement  Income  Security  Act  of  1974  (ERISA) ,  specifically 
preserves  any  state  law  which  regulates  insurance,  banking,  or 
securities. 

Unfortunately,  the  same  law  as  interpreted  in  the  same  case 
prohibits  any  direct  regulation  by  states  of  employer  benefit 
plans  or  employer  self-insurance  plans.   Any  attempt  by  Mas- 
sachusetts to  require  employers  to  offer  a  minimum  health  care 
plan  undoubtedly  would  be  declared  a  violation  of  ERISA  and 
struck  down. 


5. 

One  state,  Hawaii,  was  granted  an  explicit  statutory  exemption 
from  this  restriction  in  1983.   Congress  belatedly  recognized 
this  exception  because  in  1974,  before  the  passage  of  ERISA, 
Hawaii  had  passed  the  Prepaid  Health  Care  Act  which  required 
employers  in  that  state  to  provide  a  comprehensive  package  of 
health  insurance  benefits  for  their  employees  and  to  pay  at  least 
one-half  of  the  premium  cost  of  each  employee. 
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Extension  of  Medicaid  coverage  to  all  the  uninsured. 
However,  federal  law  limits  the  extent  to  which  a  state  can  ex- 
pand such  coverage  to  the  "medically  needy."   For  families,  the 
top  of  the  Medicaid  income  standard  for  the  medically  needy  can 
not  be  greater  than  13  3  percent  of  the  standard  of  need  for  the 
AFDC  program.   In  1986,  the  General  Court  enacted  legislation 
raising  the  medically  needy  standard  to  the  highest  permissible 
level.   While  this  increase  is  a  positive  way  to  expand  health 
coverage  to  some  of  the  uninsured  at  a  minimal  cost  to  the  Com- 
monwealth, the  medically  needy  program  is  too  limited  to  reach 
all  the  uninsured. 

Hence,  the  use  of  more  traditional  methods  of  providing 
health  coverage,  such  as  bad  debt  and  free  care  pools,  state 
catastrophic  illness  plans,  employer  mandates,  or  Medicaid  expan- 
sion, are  too  limited  or  impractical  to  solve  the  problem  of  the 
uninsured.  The  Committee  recommends  that  a  new  departure  be  taken 
by  establishing  a  comprehensive  health  care  program  in  the  Com- 
monwealth. 


RECOMMENDATIONS 

Criteria  for  an  Adequate  Program 

The  Committee  believes  that  any  program  to  assist  the  unin- 
sured should  meet  five  essential  tests. 

1.  The  program  should  be  as  comprehens ive  as  possible,  so 
that  the  residual  uninsured  problem  can  be  eliminated.   The  ex- 
perience with  piecemeal  solutions  has  been  unsatisfactory. 

2 .  The  program  should  not  supplant  any  current  health  in- 
surance program.   It  is  not  intended  that  any  existing  plan  be 
eliminated  through  competition  from  a  state  run  entity. 
Likewise,  any  program  for  the  uninsured  should  minimize  the  op- 
portunity for  current  payors  to  "dump"  high  risk  beneficiaries 
onto  the  state.   Also,  employers  should  not  be  allowed  to  reduce 
their  current  fringe  benefit  responsibilities  by  using  the  state 
program . 

3.  The  costs  should  be  shared  among  the  various  sectors:  in- 
dividuals, the  state,  colleges  and  universities,  businesses,  and 
other  present  payors.   Furthermore,  the  burden  of  health  care 
costs  should  be  made  more  equal  among  employers  -  the  current 
system  of  most  employers  subsidizing  the  health  care  costs  of  the 
few  irresponsible  ones  that  offer  no  coverage  must  come  to  an 
end. 

4.  The  program  must  provide  adeguate  benefits.   It  must  be 
more  than  a  "catastrophic"  insurance  plan.   It  can  be  less  than 
the  Medicaid  program  that  offers  complete  coverage  with  ab- 
solutely no  co-payments  or  deductibles.   Modest  co-payments 
should  be  included. 

5.  Cost  containment  mechanisms  should  be  built  in  at  the 
beginning  of  the  program.   One  of  the  most  difficult  aspects  of 
the  Medicaid  and  Medicare  programs  is  that  when  they  were 
created,  there  was  little  attention  given  to  methods  of  restrain- 
ing cost  increases.   In  fact,  the  choice  of  using  retrospective 
budgeting  for  these  programs  meant  that  hospitals  and  other 
providers  were  encouraged  to  spend  more  in  order  to  increase 
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their  reimbursements.  Any  new  program  must  avoid  this  pitfall 
and  take  advantage  of  modern  cost  saving  strategies,  including 
managed  health  care  and  capitation  financing. 

Description  of  Mass  Health 

Thus,  the  Committee  recommends  that  legislation  be  enacted 
which  would  create  a  public  entity  called  the  Massachusetts 
Health  Partnership.  Mass  Health  would  provide  health  insurance 
coverage  to  all  persons  in  the  state  who  otherwise  lack  such  in- 
surance.  These  people  would  include  employees  who  lack  employer 
sponsored  health  insurance,  the  unemployed  who  are  ineligible  for 
current  programs,  individuals  who  are  ineligible  for  group  in- 
surance, and  other  persons  who  fall  through  the  cracks  of  the 
present  system,  such  as  the  homeless.   However,  college  students 
over  the  age  of  18  would  not  be  eligible  for  Mass  Health  as  their 
health  care  needs  would  be  addressed  by  a  legal  requirement  that 
colleges  and  universities  provide  such  protection.   Also,  other 
persons  already  covered  by  programs  such  as  Medicaid  and  Medicare 
would  not  be  eligible  for  coverage. 

The  plan  would  cover  most  medically  necessary  acute  care 
services,  including  routine  checkups  and  office  visits,  inpatient 
and  outpatient  hospital  care,  prescriptions,  and  medically  neces- 
sary eouipment.   The  intent  is  to  establish  a  program  that  would 
cover  most  of  the  medical  expenses  that  are  normally  covered  by 
most  health  insurance  plans.   However,  reasonable  limits  on 
length  of  stay,  amounts  payable  for  given  services,  and 
reasonable  co-payments  or  deductibles  would  be  allowed.   The 
program  would  not  duplicate  the  Medicaid  program  which  by  federal 
law  prohibits  the  usual  insurance  practice  of  such  deductibles 
and  co-payments.   Finally,  Mass  Health  would  not  provide  any  long 
term  care  benefits,  such  as  for  nursing  home  care. 

Mass  Health  would  be  financed  through  revenues  generated  by 
a  partnership  of  state  government,  certain  employers,  and  covered 
individuals.   Mass  Health  would  cost  an  estimated  $675  million,— 
a  $335.2  million  increase  over  current  state  and  business  expen- 
ditures on  the  uninsured.   The  increased  revenues  for  Mass  Health 
would  be  generated  by  a  partnership  of  state  government  (56.7%), 
employers  (21.6%).  the  newly  covered  individuals  (15.5%).  and 
from  improved  child  support  enforcement  (6.2%).   (See  Table  9.) 
This  estimate  assumes  that  the  actual  number  of  the  uninsured  is 
665,000  and  that  all  of  whom  become  enrolled  in  the  plan  except 
for  students  and  the  unemployed  and  their  families  eligible  for 
federally  mandated  extended  group  health  insurance  coverage. 


6. 

This  cost  estimate  was  computed  by  using  the  1983  data  reported 
by  Friedman  and  Swartz  without  updating  the  estimate  of  the  total 
uninsured,  by  eliminating  students  from  the  total,  by  subtracting 
89  percent  of  an  adjusted  unemployed  total  which  by  federal  law 
will  be  covered  by  their  former  health  plans,  and  by  assuming  an 
average  cost  per  insured  at  $1200  per  year. 
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Table  9.  MASSACHUSETTS  HEALTH  PARTNERSHIP 
COST  SHARING 

($  millions) 


Payor 

Total 
Cost 

Current 
Cost 

Net 
Cost 

Share  of 
Net  Cost 

Employers 
w/  Plans 

214.7 

(270.0) 

(55.3) 

Employers 
w/o  Plans 

125.0 

-- 

125.0 

Employer 

Subtotal     339.7  (270.0)        69.7  21. 6* 

Employees 

w/o  Plans    50.0  —        50.0  15.5' 

State 

Contrib.     265.6  (82.4)       183.2  56.  !'■ 

Child  Sup. 

Enforce.      20.0  —        20.0  6.2 


TOTAL        675.3  (352.4)       322.9 

Source:  Senate  Committee  on  Ways  and  Means 


Under  this  proposal,  employers  would  bear  the  major  respon- 
sibility for  financing  the  health  insurance  costs  of  their  cur- 
rent and  former  employees.   (See  Table  10.)   Presently,  employers 
who  offer  health  insurance  to  their  employees  contribute 
approximately  $270  million  to  the  uncompensated  care  pool  through 
increased  hospital  payments.   The  Committee  believes  that  the 
current  system  is  unfair  to  responsible  employers  as  they 
shoulder  the  entire  burden  of  paying  for  the  hospital  services  of 
the  uninsured  employees  of  other  businesses  —  which  comprise 
over  half  the  uninsured  population.   To  help  create  a  "level 
playing  field"  for  all  businesses,  the  Committee  recommends  that 
a  payroll  assessment  of  2.5  percent  be  levied  against  employers 
who  do  not  provide  health  insurance  for  their  employees.   The 
Committee      estimates  that  this  would  raise  $125  million  an- 
nually for  the  Mass  Health. 

Employees  of  these  employers  would  be  required  to  pay  about 
28  percent  of  this  cost  or  a  payroll  levy  of  1.0  per  cent. 
Employers  that  already  provide  qualifying  plans  would  receive  a 
credit  of  up  to  80  per  cent  of  this  assessment.   This  residual 
assessment  would  actually  represent  a  $55.3  million  savings  for 
employers  which  currently  contribute  to  the  uncompensated  care 
pool  or  20.5  per  cent. 
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Table  10.  BUSINESS  AND  STATE  CONTRIBUTIONS  TO  MASS 


HEALTH 


($millions) 

Business 
Sector 


Uninsured 
Employers 
(2.5%) 


Insured 
Employers 
(0.5%) 


Uninsured 
Employees 
(1.0%) 


Savings 
To  Insured 
Total   Employers 


Services 


Finance 


31.0 


6.7 


59.2 


20.4 


12.4 


2.7 


102.6 


29.8 


15.2 


5.3 


Trade 


54.0 


37.4 


21.6 


112.0 


9.6 


Transport. 

6.2 

14.2 

Manufact. 

6.4 

74.8 

Construct . 

20.7 

8.7 

Business 

Total 

125.0 

214.7 

2.5 


2.6 


8.2 


50.0 


22.9 


83.8 


37.6 


389.7 


3.7 


19.2 


2.2 


55.3 


Source:  Senate  Committee  on  Ways  and  Means 


Employees,  particularly  part-time  employees,  who  can  verify 
that  they  are  otherwise  covered  by  health  insurance  plans  would 
have  such  assessments  waived  for  themselves  and  for  their 
employers . 

While  such  a  payroll  contribution  might  be  resisted  by  some, 
it  is  merely  just  a  method  of  equalizing  the  costs  and  respon- 
sibilities of  paying  for  the  health  care  system  among  businesses 
in  the  Commonwealth.   The  overwhelming  majority  of  employers 
recognize  their  social  responsibilities  in  this  area.   They  pay  a 
fair  share  of  the  health  care  costs  of  their  employees.   However, 
as  a  surcharge  on  their  own  premiums  is  used  to  finance  the  un- 
compensated care  pool,  the  responsible  businesses  are  already 
paying  for  the  uncovered  hospital  coats  of  the  employers  who  do 
not  recognize  their  responsibilities.   The  Mass  Health  payroll 
contribution  would  be  beneficial  to  responsible  businesses  as  it 
would  cap  their  rapidly  increasing  charge  for  uncompensated  care 
and  would  equalize  the  costs  among  businesses  for  fringe 
benefits. 

The  Committee  recognizes  that  special  provisions  may  have  to 
be  made  to  reduce  these  costs  on  small,  start-up  companies.   As 
part  of  an  economic  development  strategy,  the  Commonwealth  should 
provide  a  limited  subsidy  for  these  costs  for  certain  companies. 

For  the  unemployed,  the  federal  Comprehensive  Omnibus  Budget 
Reconciliation  Act  of  1983  (COBRA)  makes  them  eligible  for  con- 
tinued group  health  insurance  for  18  months  after  termination 
from  a  job  unless  they  were  fired  for  gross  misconduct.   All 
other  formerly  employed  persons  not  otherwise  accounted  for  would 
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be  financed  by  the  state.   Incidentally,  prior  to  COBRA  there  al- 
ready existed  a  state  mandate  for  employers  to  provide  continued 
group  health  insurance  for  certain  of  the  unemployed,  but  it  was 
very  limited,  applying  only  to  employees  victimized  by  plant 
closings. 

From  the  Friedman  study,  it  is  not  clear  who  the  uninsured 
children  are.   Probably  at  least  half  of  these  are  children  of 
the  uninsured  employed  who  would  be  automatically  covered  by  the 
Mass  Health.   Many  undoubtedly  live  in  families  of  homemakers  who 
are  single  parents  and  whose  incomes  are  slightly  above  welfare 
income  levels.   Many  of  these  children  may  become  eligible  for 
Medicaid  under  the  increased  medically  needy  standards  mandated 
by  the  General  Court  in  recent  years.   In  addition,  with  more 
rigorous  enforcement  of  child  support  obligations,  including 
those  to  provide  for  health  insurance  protection,  the  Committee 
expects  that  the  number  of  uninsured  children  will  be  reduced  by 
as  much  as  $20  million  per  year.   However,  it  would  be  the 
state's  obligation  to  finance  the  residual  number  of  children  in 
Mass  Health. 

The  health  coverage  of  students  would  be  the  responsibility 
of  colleges  and  universities.   Many  colleges  and  universities  al- 
ready provide  such  services.   However,  the  results  of  the  Fried- 
man study  indicate  that  there  are  gaps  regarding  student  health 
care.   Such  services  should  be  required  by  law. 

Homemakers,  as  discussed  above,  would  be  covered  by  the 
state  after  Medicaid  eligibility  and  child  support  possibilities 
were  ruled  out.   Presently,  this  group  is  eligible  for  the  Heal- 
thy Start  program  and  for  extended  health  coverage  under  Medicaid 
if  they  leave  the  AFDC  program  by  obtaining  a  job.   These  two 
programs  would  become  part  of  Mass  Health. 

Finally,  the  disabled  and  elderly  identified  by  Friedman 
would  be  eligible  for  Mass  Health  and  would  be  financed  by  the 
state.   The  General  Relief  Medical  Program,  which  also  covers 
these  two  categories  of  people,  would  be  folded  into  the  Mass 
Health. 

Hospitals  would  participate  in  helping  the  uninsured  through 
a  continuation  of  the  requirement  to  serve  the  indigent.   Due  to 
the  availability  of  Mass  Health,  the  amount  of  bad  debt  and  free 
care  should  be  nearly  eliminated.   However,  even  under  Mass 
Health  many  people  will  fall  between  the  cracks,  and  a  method  of 
dealing  with  these  cases  must  be  maintained. 

The  Committee  estimates  that  the  "state"  cost  of  Mass  Health 
would  be  $265.6  million.   However,  this  amount  would  be  offset  by 
expenditures  on  currently  existing  state  programs  and  by  in- 
creased child  support  enforcement,  leaving  a  net  additional  state 
cost  of  $183.2  million.   As  noted  earlier,  the  Committee  es- 
timates that  at  least  $2  0  million  of  this  cost  can  be  found 
through  improved  child  support  enforcement.   In  addition,  another 
$82.4  million  will  be  offset  by  the  folding- in  of  state  programs 
which  already  provide  care  to  the  uninsured.  (See  Table  9.) 

To  ensure  that  the  contributions  of  employers  and  employees 
are  not  co-mingled  with  general  Commonwealth  revenues,  all  the 
funds  for  this  program  would  be  deposited  in  a  special  Mass 
Health  trust  fund  that  would  not  be  subject  to  appropriation.   It 
would  be  administered  in  a  similar  fashion  to  the  Unemployment 
Compensation  Trust  Fund.   The  administering  agency  ought  to  be 
one  that  has  experience  in  managing  a  massive  health  care 
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program.   Several  options  are  available.   One  promising  pos- 
sibility would  be  DPW  which  currently  runs  the  $1.3  billion 
Medicaid  program  for  the  state.   Another  option  would  be  to  con- 
tract with  a  private  carrier  such  as  Blue  Cross-Blue  Shield  for 
the  administration  of  the  Mass  Health. 

To  the  maximum  extent  possible.  Mass  Health  shall  utilize 
modern  cost-containment  strategies,  including;  the  use  of  health 
maintenance  organizations.   The  history  of  health  care  financing 
and  government  health  care  programs  underscores  the  necessity  of 
building  cost  containment  provisions  into  Mass  Health  from  the 
beginning.   Mass  Health  must  not  become  a  vehicle  for  driving  up 
health  care  costs  for  all  payors. 

Mass  Health  is  intended  to  supplement  the  present  health 
care  system,  not  to  displace  any  of  the  present  health  care 
programs,  except  for  the  General  Relief  Medical  Program  and  other 
state  programs  which  should  be  folded  into  it  for  administrative 
convenience.   Care  must  be  taken  to  prevent  the  "dumping"  of  cur- 
rently insured  persons  into  Mass  Health.   For  example,  the 
payroll  assessment  on  employers  should  be  set  high  enough  that 
companies  currently  providing  such  benefits  will  not  have  an 
economic  incentive  to  discontinue  them  and  opt  into  Mass  Health. 

Legislation 

In  this  session  of  the  General  Court,  there  will  be  a  great 
flurry  of  legislative  activity  in  the  area  of  health  care  financ- 
ing.   The  Committee  anticipates  that  there  will  be  a  long  and 
difficult  debate  over  the  merits  of  various  proposals  to  address 
the  problem  of  the  uninsured. 

It  is  expected  that  the  Special  Commission  on  Health  Care 
Financing  and  Delivery  Reform  created  by  Chapter  574  will  be 
making  detailed  recommendations  shortly.   In  addition,  legisla- 
tive petitions  proposing  various  solutions  to  these  issues  have 
already  been  filed  in  the  General  Court.   More  will  undoubtedly 
follow. 

Legislation  carrying  out  the  recommendations  of  this  report 
is  presently  being  prepared  by  Committee  staff.   It  will  be  filed 
shortly.   The  Committee  hopes  that  this  legislation  will  con- 
tribute toward  an  early  and  positive  resolution  of  these  issues. 
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